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Michigan Deptartment of Treasury s
496 (2-04 e s

Audltlng Procedures Repor‘?“ '%i‘f,,g‘,’; ]

Issued under P.A. 2 of 1968, as amended. Rz ;‘F' E
Local Government Type ; Local Govemmen? ‘Name R County
Olcity [ Township [v]vilage [Jother | Village of Fameli . Clare
Audit Date Opinion Date -, Date Accountant Reoorf Submitted to State:
2/29/04 5/7/04 ' ... 813104

jon on financial statements prepared in
ring Format for

We have audited the financial statements of this Ioc’?s‘r unit. of government and rendered
accordance with the Statements of the Governmental Accountmg Standards Board (G Sn
Financial Statements for Counties and Local Units of Government in Michigan by the Michigan D&partragn

We affirm that:

1. We have complied with the Bulletin for the Aud/ts of Local Units of Government in MicHigan as rywsed 6 2004

2. We are certified public accountants registered to practice in Michigan. LOCAL AUDIT & FINANCE Dy
V.

We further affirm the following. "Yes" responses have been disclosed in the financial statements, including the notes, or in the report of
comments and recommendations

You must check the applicable box for each item below.

DYes No 1. Certain component units/funds/agencies of the local unit are excluded from the financial statements.

Yes |:| No 2. There are accumulated deficits in one or more of this unit's unreserved fund balances/retained earnings (P.A.
275 of 1980).

|:]Yes No 3. There are instances of non-compliance with the Uniform Accounting and Budgeting Act (P.A. 2 of 1968, as
amended).

DYes No 4. The local unit has violated the conditions of either an order issued under the Municipal Finance Act or its
requirements, or an order issued under the Emergency Municipal Loan Act.

|:|Yes No 5. The local unit holds deposits/investments which do not compiy with statutory requirements. (P.A. 20 of 1943,
as amended [MCL 129.91], or P.A. 55 of 1982, as amended [MCL 38.1132]).

D Yes No 6. The local unit has been delinquent in distributing tax revenues that were collected for another taxing unit.
The local unit has violated the Constitutional requirement (Article 9, Seétion 24) to fund current year earned
|:|Yes No 7. pension benefits (normal costs) in the current year. If the plan is more than 100% funded and the overfunding

credits are more than the normal cost requirement, no contributions are due (paid during the year).

DYes No 8. The local unit uses credit cards and has not adopted an applicable policy as required by P.A. 266 of 1995
(MCL 129.241).

I:] Yes No 9. The local unit has not adopted an investment policy as required by P.A. 196 of 1997 (MCL 129.95).

To Be Not

We have enclosed the following: Enclosed Forwarded Required
The letter of comments and recommendations. v

Reports on individual federal financial assistance programs (program audits). v
Single Audit Reports (ASLGU). v
Certified Public Accountant (Firm Name)

Yeo & Yeo, CPAs & Business Consultants

Street Address City State ZIP

6018 Eastman Avenue Midland Mi 48640
Accountant S re ( < Date [/

W( ZWL&;/’MM\ 7,528:0
’ -
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\?'YEO & YEO

CPAs & Business Consultants

May 7, 2004

Village Council
Village of Farwell
Clare County, Michigan

In planning and performing our audit of the financial statements of Village of Farwell, Michigan
(Village) for the year ended February 29, 2004, we considered the Village’s internal controls to plan
our auditing procedures for the purpose of expressing our opinion on the financial statements, and not
to provide assurance on internal control structure.

However, during our audit, we became aware of several matters that are opportunities for
strengthening internal controls and operating efficiency. The memorandum that accompanies this
letter summarizes our comments and suggestions regarding those matters. This letter does not affect
our report dated May 7, 2004, on the financial statements of Village of Farwell, Michigan.

We will review the status of these comments during our next audit engagement. We have already
discussed many of these comments and suggestions with various Village personnel, and we will be

pleased to discuss them in further detail at your convenience, to perform any additional study of these
matters, or to assist you in implementing the recommendations.

7,&o¢ 7;@0, C.

Midland, Michigan
May 7, 2004

6018 Eastman Avenue « Midland, MI 48640 « (989) 631-6060 * Fax (989) 631-4288
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BANK RECONCILIATIONS

1) Cash accounts have not been reconciled during 2004.

2)

Recommendation

Proper and timely reconciliation is a necessary step in maintaining up-to date and accurate
accounting data. Monthly reconciliation will enable the Village to correct errors and
discrepancies on a timely basis. Also it will properly and accurately state the account on the
monthly financial statements, which are presented to the Council.

To further strengthen this process, bank reconciliations should be reviewed on a monthly basis
by someone independent of the reconciliation process, such as board member.

This recommendation has been implemented.

Bank statements are directly received by the Treasure/Clerk, who is responsible for the
reconciliation. Since this person is also involved in the purchasing, check preparation, cash
bookkeeping process and has the authority to sign checks, this is not considered optimal. This
lack of segregation of duties could create a potential for possible assets misappropriation.

Recommendation

We understand that the number of employees is very limited, but to better segregate duties we
recommend that a board member receives unopened bank statements directly from the bank,
review all cancelled checks and the monthly activity and then forward it for reconciliation.

BANK DEPOSITS

1)

2)

Upon our review of the cash receipts journal and the bank statement for fiscal year 2004 we
have noted unreasonable time delays between when revenue payments are received in the
office and taken to the bank for deposits. Payments are collected at the office on a daily basis
and in many instances large checks are received, such as from State of Michigan. The
checking account used is an interest bearing account and by not making timely deposits the
Village is not only loosing interest revenue, but also exposing itself to possible theft.

Recommendation

Payments should be taken to the bank at minimum three times per week. If the Village
receives large revenue checks they should be taken to the bank the same day. This way the
Village will maximize it's interest earning potential and minimize the risk of losing the assets.

Currently the Village was using several deposit books, which complicates the bank
reconciliation process.

Recommendation

We recommend for the Village to reduce the number of deposit books to one. The deposit
book should mirror the cash receipt book and receipts should be recorded in numerical order
to further simplify the bank reconciliation process.

This recommendation has been implemented.

2



COMPUTER BACK-UPS

Currently the Village data is backed up at least on a weekly basis, however the back-up disk are
stored in the office in a desk drawer. In an event of fire or any other damage this data will be lost.

Recommendation

To prevent any data loss, computer back-ups should be stored in the fire-proof safe, which is located
in the Village office. Once a week a back-up disk should be taken out of the building and stored
offsite. Also the disks used for back-ups should be rotated anytime new back-up is made of Village

data.

DISBURSEMENTS

1) Currently the Council approves a printout of a monthly check register at their monthly meeting,

2)

3)

but they do not review the actual invoices.

Recommendation

Since the Treasurer/Clerk is involved in each step of the disbursement process we
recommend the Council review original invoices when approving a monthly check register at
their meetings. The invoices should be reviewed to assure the expenses are appropriate for
the Village and that they are paid timely.

We also recommend that the Council consider approving monthly expenses before the checks
are prepared and mailed to various vendors. This would strengthen the internal control
process currently in place.

During our review of the fiscal year check register we have also noted that the majority of
accounts payable checks are processed on the last day of the month. This creates an
extremely large outstanding check list at the end of each month, since there is no time for
these checks to clear the bank statement. The large outstanding check list makes the bank
reconciliation process extremely tedious and time consuming.

Recommendation

We recommend establishing a check cutoff date each month (approximately 10 to 7 days
before month end). At this time the Village would process the majority of the accounts payable
checks. By doing so, this would allow checks enough time to clear that month's bank
statement and considerably simplify the bank reconciliation process.

This recommendation has been implemented.

Currently the Village requires two signatures on each check. However we have noted during
our disbursement procedures that the first signer pre-signs checks in advance. The reason for
two signatures is that there are two individuals reviewing and approving payment of the
expense. Pre-signing checks defeats the purpose of this internal control and creates potential
for assets misappropriation.



Recommendation

Checks should be only signed at the time they are printed and ready to be mailed. When
signing checks both signers should compare the checks to the supporting documentation for
agreement of payee, amount and other pertinent information when signing the checks and that
person’s approval should also be indicated on the supporting documentation.

RECEIPT TESTING

During our testing of 25 receipts for the period March 1, 2003 through February 29, 2004 we have
noted the following:

- 4 receipts had incorrect general ledger account number coding
- 2receipts had inadequate supporting documentation
- 1 receipt had no deposit slip

Recommendation

When coding receipts general ledger account number accuracy is an important step to properly record
revenue to accurately show different aspects of company operations.

Supporting documentation such as copy of the check, letters, deposit slips, etc. should be maintained
and adequately so they are available during audit time and for any follow up questions in the future.

SUNOCO CREDIT CARD USAGE

Currently there are three employees who are able to use this credit card. The monthly credit card
statements are not reviewed and receipts for gas purchases are not required to be turned in to the
Village.

Recommendation

Monthly Sunoco credit card statements should be reviewed for reasonableness by the
Treasurer/Clerk. Also a procedure should be established, which will require the users of the card to
turn in receipts for the gas purchases. The receipt should identify the individual purchasing the gas
and the vehicle the gas was purchased for. This procedure would reduce the potential for possible
credit card abuse.

WINTER METER READINGS

Meters are not read during winter months. The usage is only estimated.

Recommendation

Since meters are located inside each residence or building we recommend that they be read even
during winter months, especially for business customers. This will eliminate various adjustments,
which are necessary to properly adjust the water/sewer billing system to reflect the actual usage over
that time.



PAYROLL

1) During our review of payroll transactions it was noted that the office personnel periodically pay
themselves early and those days are included in the pay period they are getting paid for.

Recommendation

The Village has established payroll dates. These dates should be followed for each Village
personnel and no exceptions are recommended. To pay employees for time not worked is
discouraged and it is not considered an appropriate business practice.

This recommendation has been implemented.

2) Approval of Council members wages was not noted in the board minutes.

Recommendation

Items such as authorized wages, bonuses, wages increase, miscellaneous pay should be
approved by the board and the approval should be noted in the board minutes.

CONFLICT OF INTEREST POLICY

During our review of Village procedures we have noted that the “Conflict of Interest Policy” has not
been adopted.

Recommendation

We recommend that the Village adopts “Conflict of Interest Policy” that specifies that personnel in a
position of trust are not related to each other; employees are prohibited from having business dealings
with companies affiliated with, or acting as major customers or suppliers of, the governmental unit;
transactions with officials of the government unit are adequately controlled and disclosed in the
records; and such transactions only occur in the normal course of business and are legally authorized.

JOB RESPONSIBILITIES CROSS-TRAINING

Currently there is nobody who performs or can perform the Treasurer/Clerk’s job when that individual
takes time off.

Recommendation

We recommend that the Village train other personnel the basic functions of the Treasurer/Clerk’s job,
so there is a back up when that individual is on vacation or takes time off. This will also serve as a
good internal control, because there will be somebody else performing the job during that time so the
opportunity for fraud would be reduced.
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YEO & YEO

CPAs & Business Consultants

May 7, 2004

Village Council
Village of Farwell
Clare County, Michigan

We have audited the financial statements of Village of Farwell, Michigan for the year ended
February 29, 2004, and have issued our report thereon dated May 7, 2004. Professional
standards require that we provide you with the following information related to our audit.

Our Responsibility under U.S. Generally Accepted Auditing Standard

As stated in our engagement letter dated April 3, 2004, our responsibility, as described by
professional standards, is to plan and perform our audit to obtain reasonable, but not absolute,
assurance that the financial statements are free of material misstatement and are fairly
presented in accordance with U.S. generally accepted accounting principles. Because an audit
is designed to provide reasonable, but not absolute assurance and because we did not perform
a detailed examination of all transactions, there is a risk that material misstatements may exist
and not be detected by us.

As part of our audit, we considered the internal control of Village of Farwell, Michigan. Such
considerations were solely for the purpose of determining our audit procedures and not to
provide any assurance concerning such internal control.

Other Information in Documents Containing Audited Financial Statements

Significant Accounting Policies

Management has the responsibility for selection and use of appropriate accounting policies. In
accordance with the terms of our engagement letter, we will advise management about the
appropriateness of accounting policies and their application. The significant accounting policies
used by Village of Farwell, Michigan are described in Note 1 to the financial statements. No new
accounting policies were adopted and the application of existing policies was not changed
during 2004. We noted no transactions entered into by Village of Farwell, Michigan during the
year that were both significant and unusual, and of which, under professional standards, we are

required to inform you, or transactions for which there is a lack of authoritative guidance or
consensus.

Accounting Estimates

Accounting estimates are an integral part of the financial statements prepared by management
and are based on management’s knowledge and experience about past and current events and
assumptions about future events. Certain accounting estimates are particularly sensitive
because of their significance to the financial statements and because of the possibility that
future events affecting them may differ significantly from those expected.

6018 Eastman Avenue * Midland, MI 48640 « (989) 631-6060 * Fax (989) 631-4288

Alma « Ann Arbor  Battle Creek « Flint « Kalamazoo « Lansing * Marlette » Midland « Saginaw



Village of Farwell, Michigan
May 7, 2004
Page 2

Audit Adjustments

For purposes of this letter, professional standards define an audit adjustment as a proposed
correction of the financial statements that, in our judgment, may not have been detected except
through our auditing procedures. An audit adjustment may or may not indicate matters that
could have a significant effect on the Village of Farwell, Michigan financial reporting process
(that is, cause future financial statements to be materially misstated). In our judgment, none of
the adjustments we proposed, either individually or in the aggregate, indicate matters that could
have a significant effect on the Village of Farwell, Michigan financial reporting process.

Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a
matter, whether or not resolved to our satisfaction, concerning a financial accounting, reporting,
or auditing matter that could be significant to the financial statements or the auditor's report. We
are pleased to report that no such disagreements arose during the course of our audit.

Consultations with Other Independent Accountant

In some cases, management may decide to consult with other accountants about auditing and
accounting matters, similar to obtaining a “second opinion” on certain situations. If a
consultation involves application of an accounting principle to the governmental unit's financial
statements or a determination of the type of auditor’s opinion that may be expressed on those
statements, our professional standards require the consulting accountant to check with us to
determine that the consultant has all the relevant facts. To our knowledge, there were no such
consultations with other accountants.

Issues Discussed Prior to Retention of Independent Auditor

We generally discuss a variety of matters, including the application of accounting principles and
auditing standards, with management each year prior to retention as the Village of Farwell,
Michigan auditors. However, these discussions occurred in the normal course of our
professional relationship and our responses were not a condition to our retention.

Difficulties Encountered in Performing the Audit

We encountered no significant difficulties in dealing with management in performing our audit.

This information is intended solely for the use of Village Council and management of Village of
Farwell, Michigan and is not intended to be and should not be used by anyone other than these
specified parties

Very truly yours,
%o & 740, C.

Midland, Michigan
May 7, 2004



